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TABLE 4.27- SARAWAK EXPORTS OF SAWN TIMBER BY DESTINATION (THOUSAND M3)

REGION
1990
1995
1996
1997
1998

Japan
China
Hong Kong S. A. R. 
Taiwan Prov. of China
South Korea
Thailand
Philippines
Singapure
Pen. Malaysia
EU
USA
Others *
TOTAL
42
na
25
10
8
42
na
33
7
145
5
42
359
77
na
40
248
120
394
na
138
24
53
15
446
1555
71
54
40
155
113
451
244
172
29
42
9
177
1557
80
49
49
169
104
269
158
169
58
42
9
162
1318
41
93
41
208
48
129
147
116
50
na
na
259
1132

Value RMmillion
252
1,221
1,128
964
826

           * Sarawak ships to over 40 countries outside Asia.            na= included in "Others"

           Source: STIDC/STA

Exports of other wood products - mouldings, dowels and laminated boards - have not exhibited strong upward trends through the 90s in the years before the crisis (see table 4.28). Veneer exports have grown significantly - mostly to Asian markets, notably China, Taiwan Province of China and Japan.

           TABLE 4.28 – 
MALAYSIA – SARAWAK – EXPORTS OF SELECTED PRODUCTS (VALUE IN RM MILLION)


1990
1995
1996
1997
1998

Mouldings
28.7
14.5
17.3
23.2
34.7

Dowels
33.4
22.2
18.4
21.0
30.7

Laminated Boards
23.2
68.2
48.2
59.7
na

Veneer
19.5
373.2
414.3
515.7
414.3

           Source: STIDC / STA

The Sarawak plywood sector is influenced by a relatively small number of companies. Companies have their own logging concessions in contrast to Peninsular Malaysia where mills tend to buy in their logs.

Today, compared with Peninsular Malaysia and Sabah, Sarawak has plentiful forest resources and is regarded as a key market influence in its own right. Peninsular Malaysia is importing logs from Sarawak. Balancing processing capacity against sustainable log supply has grown in significance for Malaysia as a whole.

The downturn created difficulties with a swing from readily available financial help from the banks in the early 1990s, to severe constraints during the downturn. There in particular difficulty were forced to sell stock at very low prices in order to create cash flow but this carried its own risks. A more organised industry might have been able to sell less and keep prices at least in excess of costs. The Sarawak plywood industry felt that the socio-economic and political problems of Indonesia derailed that country's very large plywood industry with repercussions for Malaysia, especially for Peninsular Malaysia where plywood costs are higher.

Bigger mills were more able to find ways to cut costs but still have to find outlets. It may be feasible to close down a sawmill temporarily but it is not easy to do so in a plymill for technical reasons and for fear of losing skilled personnel.

Those plywood producers who have diversified into other forms of added value and speciality plywoods were less affected by the downturn, but diversification calls for additional technical and marketing skills to meet a much bigger variety of customer needs. Creating customer loyalty is also seen as helping avoid trade fluctuations. The crisis saw lower prices, dull markets, increased competition and higher costs including ocean freight which is quoted in US dollars. An industry which relies too much on price to attract sales is committed to commodity style trading with all its vulnerabilities.

The views recorded in Sarawak, as everywhere else, reflected concern with longer term problems highlighted by the market downturn.

4.2.6.3 - Implications of Recent Changes for Malaysia

Malaysia experienced an earlier crisis when, in 1985, world commodity prices fell. The 1985 recession exposed weaknesses in agricultural co-operatives along with collapse in property values and share prices which put pressure on a largely unregulated banking sector. In 1985, the exchange rate remained stable. In the 1980s, the Government had a central role in efforts to smooth out global commodity price volatility. The 1985 experience was instrumental in encouraging Malaysia to develop a strong manufacturing sector and make commitment to be recognised as a developed nation by the year 2020.

The strategy has been hugely successful. With the emphasis on a more industrialised society, the engine of growth was the private sector. The international capital flows which largely supported this development underpinned commitment to productive manufacturing and assembly activity. It also flowed into areas of potentially higher risk as confidence assumed there would be no set-backs to economic growth.

Loans to the private sector in 1990 were equivalent to 98% of GDP and rose to 148% of a much higher GDP by 1998. Collateral for loans was strongly in the form of property or shares. In 1985, inflation hardly existed at 0.4%, and even in the 1997/8 period was a digestible 5.3%.  Unemployment in 1985 was 6.9%, but when the recent crisis erupted Malaysia was experiencing full employment with 10% of jobs filled by immigrant labour. Poverty measurement, which registered 9% in 1995, showed substantial improvement by shrinking to 6% in 1997 but the crisis saw it slide back to 7% in 1998.

Throughout much of the decade, growth in GDP was around 8% per annum before crashing to minus 6.7% in 1998.  Forecasts are for 2% growth in 1999.

External debt servicing ratios expressed as a percentage of exports went down from nearly 19% in 1986 to 5.5% in 1997.

Irrespective of the domino effect in the region caused by the drastic fall in the value of the Thai baht in July 1997, there were some warning signs in Malaysia.

World Bank and the IMF saw the Malaysian economy as mostly in good shape before the crisis in terms of inflation, savings and public sector surpluses, although there was some concern over rapid growth in loans for property and share purchases, over a widening current account deficit, over wage increases running ahead of productivity, and over labour shortages.  

Bank lending was up by 27.6% in 1996 compared with 1995 and up by 26.5% in 1997. In 1997, loans to the property sector grew by 30% year on year and by the end of that year accounted for one-third of total outstanding loans. Share purchase loans grew at an average annual rate of 38% over the period 1993-1997 and formed 9% of total outstanding loans by end 1997. Such lending depended on no drastic weakening of asset values.

The banking sector became a loss maker in 1998 because of provision for high levels of non‑performing loans and lack of liquidity because of withdrawal of foreign funds.  Over 60% of non‑ performing loans were in construction and property, and another 34% related to share purchase.

The banking sector needed immediate crisis management as well as long term guidance. Steps were taken by Government to slow down requests for loans, for minimum capital requirements for financial institutions and to give encouragement for mergers by troubled banks.

An asset management company was set up to take over non-performing loans, also a bank recapitalisation agency and a corporate debt committee.

Employment in the construction sector fell by 103,000 in 1997/1998. Output in the sector fell by 24.5% in 1998 following a rise of 9.5% in 1997. The non-residential sector fell by 44%.  Office occupancy was estimated at 79% in 1998. Hotel occupancy was estimated at 50% in 1998. The sector will be slow to recover although there is need in lower cost housing.

The Kuala Lumpur Stock Exchange index fell by 45% during the worst period of the crisis, but late 1998 and early 1999 has seen significant recovery.

The foreign exchange rate for the Malaysian ringgit not only fell heavily but became very erratic, creating trading uncertainties. In September 1998 Government fixed the rate at RM3.8 to the US dollar. Exchange controls have eliminated offshore ringgit trading by laying down rules relating particularly to external accounts and non-residents.

The crisis caused job losses, a fall in private investment, and price rises. Business suffered cash flow problems. The manufacturing sector shrunk by 10% in 1998, the first fall-back since 1985. Exporters had problems where they were exporting to crisis-hit countries within the region.

Government reacted quickly and avoided the extreme risks of high unemployment, extensive bankruptcies and even civil unrest, which variously affected some countries in the region. Government saw a basically sound economy with the notable exception of over-commitment in construction, property and banking. Malaysia did not call for the direct involvement of the IMF but rapidly adopted, as appropriate, some elements of IMF advice to others; notably the tightening of monetary policy through higher interest rates, credit limits, and reductions in public expenditure in operational and developmental areas. The measures were deflationary and led to contraction in the economy.

Government moved away from IMF philosophies and in January 1998 a National Economic Action Council was created which, by July 1999, had prepared a National Economic Recovery Plan for Government consideration.

The cause of the crisis was attributed to unrestrained speculative activity by highly leveraged currency traders including the activities of hedging funds which led to a haemorrhage of capital from Malaysia and some other countries in the region.

Some thirty-five actions have been identified as measures to stimulate the economy including pump priming through Federal expenditure, assistance for exports, bridging finance to assist building of lower income housing, finance for selected infrastructural projects, and reductions in interest rates. Such activities to restore confidence, ensure stability and encourage growth require monitoring. Substantial outside assistance has been offered, of the order of RM15 billion as at the end of March 1999, with major inputs from Japan.

Government catalytic activities have to balance public spending by linking job creation with essential infrastructural and social needs, and the stimulating of growth linked with productivity in the private sector.

Equity policy is being liberalised to allow bigger shareholding by foreigners. By end 1998, some forty-nine local companies were given permission to allow foreign participation, which can mean up to 100% ownership for those acting before the end of the year 2000.  Notable investment interest has been shown by businesses in the UK, Netherlands, the USA and others. Foreign investment in Malaysia has hardly slackened at RM14.4 billion in 1997 and proposals at RM12.7 billion in 1998.

More than seventy exporting companies, mostly electrical or electronic, have been given relaxed export requirements and on the employment front, the Ministry of International Trade & Industry has received over 1400 company applications for 119,000 foreign workers (24% of these from the wood and wood products sector).

Interest rate trends were downward in early 1999, reflecting less concern about risks of inflation and as a contribution to economic recovery. February 1999 was the sixteenth consecutive month of trade surplus in ringgit terms. The adverse exchange rate reduced imports, encouraged local substitution for some imports and gave some support to manufactured exports.

Beyond these activities, recovery will depend on the state of overseas markets.  Major export markets for Malaysia include the USA, Western Europe, Japan, China, Taiwan Province of China and Thailand.  Continued strength in the US market and improvements in the Japanese and European markets are important to Malaysian recovery.

In the longer term, Government is likely to turn again to domestic resources including agriculture, encompassing the plantation crops rubber and palm oil.

Malaysian companies have forged strong overseas links but finance is at present a problem, particularly for smaller companies which may be seen by banks, which are operating stricter credit limits, as of higher risk and less likely to be supported by the Credit Guarantee Corporation. Government has put more fund support into the CGC to assist the smaller and medium sized industry sector.

For the moment, the underlying good dynamics of the economy are providing good recovery signals. Domestic demand is rising. Exports are varied with best performances in electronics and rubber. The Kuala Lumpur Stock Exchange Index had shown very strong recovery through the first half of 1999.

4.2.7 - PAPUA NEW GUINEA

4.2.7.1 - Macro Economic Aspects

Papua New Guinea is largely dependent on its natural resources. The low prices of commodities have inhibited its economic development in recent years. Information from the World Bank shows that in 1997, as a result of the Asian crisis, GDP of Papua New Guinea declined by 14% in dollars terms. Present GDP is around US$4.2 billion.

Information on the trade balance of Papua New Guinea is presented in table 4.29. Exports and imports have increased, but at a relatively small rate. In any case international trade is high in relation to the country’s GDP. In 1997, Papua New Guinea’s exports had a value of US$2.5 billion.

     TABLE 4.29 – PAPUA NEW GUINEA TRADE BALANCE (US$ BILLION)

EXPORTS
IMPORTS
TRADE BALANCE

1980
1997
1980
1997
1980
1997

1.0
2.5
1.3
2.7
-0.3
-0.2

      Source: World Bank

Data on the trade balance of Papua New Guinea is presented in figure 4.75. Over this decade, the country had a significant international trade surplus. The highest surplus was achieved in 1995; around US$1.5 billion.

The Asian crisis had a significant impact on Papua New Guinea. The trade surplus started to decline in 1996 and in 1997, a deficit of approximately US$0.2 billion was faced.
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Figure 4.75 – Papua New Guinea Trade balance (US$ Billion)

4.2.7.2 - Production, Consumption and Trade

Production and consumption of logs and selected wood products in Papua New Guinea is presented in table 4.30. The information is also presented in a graphic form in figures 4.76 and 4.77.

The volume of logs produced in 1998 was 43% less than in 1997 and 60% less than in 1996. Local consumption also declined.

TABLE 4.30 – 
PRODUCTION AND CONSUMPTION OF LOGS AND SELECTED WOOD PRODUCTS IN PAPUA NEW GUINEA (THOUSAND M³)

YEAR
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998

LOGS

Production
2.480
2.480
2.480
2.289
3.114
3.564
3.064
3.600
3.500
2.000

Consumption
410
460
486
378
247
489
555
926
496
387

SAWNWOOD

Production
117
117
117
183
118
218
218
218
210
150

Consumption
114
112
112
177
114
212
212
201
193
133

PLYWOOD

Production
9
13
13
13
10
10
10
40
40
40

Consumption
9
13
13
11
10
10
10
40
40
40

Source: International Tropical Timber Organization
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Figure 4.76 - Evolution of the Production of Logs and Timber Products in Papua New Guinea (thousand  m³)
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Figure 4.77 - Evolution of the Consumption of Logs and Timber Products in Papua New Guinea (thousand m³)

Most of the logs produced by Papua New Guinea are exported. Local processing is still dormant. 

As can be observed in figure 4.78, log exports reached a maximum level in 1994. In that year, around 3.1 million m3 of logs were traded in the international market. In 1997, at the beginning of the Asian crisis, Papua New Guinea was able to maintain log export volumes, but the volumes collapsed in 1998, when only 1.6 million m3 of logs were exported. The reduction was 47% in one single year.

Log exports had risen strongly in the years immediately prior to 1997 because of constraints on export log supplies from other Asian sources. From 1985 to 1991, log exports had ranged between one million to almost 1.5 million cubic metres per annum, but between 1992 and 1994, they shot up to more than 3 million cubic metres annually.

The cut back on log exports from Sabah and Sarawak in 1992/3 created its own minor crisis in the market as log importers desperately sought to find alternative sources and turned to Papua New Guinea, Solomon Islands and West Africa. At that time, log prices rose steeply and worked their way through to higher prices for tropical Asian sawn wood and plywood, which bumped the limits of market acceptance and saw increased substitution by West African and Brazilian sawn wood and by Brazilian plywood. 
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Figure 4.78 - Evolution of the Exports of Logs and Sawn wood in Papua New Guinea (thousand m³)

The period from 1993 was probably the best time ever for the Papua New Guinea timber sector. At the height of the boom for Papua New Guinea's log exports, the Government raised export duties. Log exports remain the principal timber export. In the mid 1990s, there were 49 fixed sawmills, many of them small and inefficient but with a theoretical output capacity of 207,000 cubic metres per annum. 

The industry claimed that the production of sawn wood from the nation's very varied range of species was essentially uneconomic due to low conversion rates and poor market prices, and production dwindled.

Information on log exports in volumes and value for 1997, and by destination, is presented in table 4.31. The markets for the country's export logs were in the Asia region and most of its markets were affected by the 1997 crisis.

TABLE 4.31 – PAPUA NEW GUINEA – 1997 LOG EXPORTS – PRINCIPAL MARKETS (THOUSAND)

REGION
M3
US$ FOB

Japan
China
Hong Kong S. A. R.
Taiwan Prov. of China
South Korea
India
Thailand
Malaysia
Philippines
1960
104
129
88
421
49
28
29
196
234,359
12,006
20,871
7,131
45,124
8,003
3,150
3,155
17,313

TOTAL
3004
351,112

                           Source: APTO/PNG FIC

Log exports to Japan actually increased in 1997. Even in Japan's constrained economy, awareness of the opportunity to negotiate low prices and working from the strength of the yen provided some business opportunities for Japanese buyers.

Variations in the yen/US dollar exchange rates added uncertainty to this trade.

4.2.7.3 - Implications of Recent Changes to Papua New Guinea

The 1997 downturn made a significant impact on Papua New Guinea.  The forest sector is important to the national economy, ranking fourth after mining, oil and agriculture. Papua New Guinea suffered general economic slowdown in 1998 in those elements of private sector not linked with minerals or oil. 

Problems were compounded by drought and climate adversity in 1997 so that the timber and agriculture sectors were both weak elements in the economy. Lack of international financial confidence in some currencies in the region spread and weakened the PNG kina. In the first half of 1998, the balance of payments deteriorated in both current and capital accounts. Higher deficits in the capital account were created by increased Government outflows for loan repayments and increases in offshore balances of mineral companies.

The Bank of Papua New Guinea introduced tighter monetary controls in the face of increased credit being provided to the private sector. In 1998, Government used less than 15% of budgeted overseas concessionary funds which meant lost development opportunities. Any increase in domestic financing risked additional pressure on the kina.

Employment in the agriculture/fisheries/forestry sector fell by 7.9% in the last quarter of 1997 and by a further 4.7% in the first quarter of 1998. Consumer prices rose by more than 6% in the first half of 1998, reflecting increases in prices of food, services and household goods.

Sales in US dollars were against a background which saw the Papua New Guinea kina fall from l kina/US$0.70 in September 1997 to 0.45 in November 1998, and this contributed to private sector problems.  The export tax was based on FOB values in kina and not the achievable dollar price, so that falling dollar prices saw export tax increase as a percentage of FOB price.

The prospect of logging bans in China may have assisted improvement in log volumes shipped in 1997 but only at very low prices.

The full impact of the crisis was felt in 1998.  Harvests had been running at an average of 250,000 cubic metres per month, but by the end of the first quarter of 1998 had fallen back to 100,000 cubic metres per month.  Log exports for January-August 1998 were only 50% of the two million cubic metres shipped in the comparable period of 1997.

Industry asked Government for a reduction in export tax.  There was a risk of adverse social impact in rural areas where logging was the only income earning activity.  Prices dropped dramatically from an average of US$120/130 per cubic metre down to US$60 per cubic metre, with reports of transactions as low as US$45.  At the end of 1998, the Government had published changes to log export taxes.

In practice, log prices and volumes stayed depressed throughout 1998, and although export volumes recovered by mid 1999 to an average of 200,000 cubic metres per month, prices only edged back to a poor average of US$75 per cubic metre.  There was a downward spiral in that low prices did not generate sales but sank to unsupportable levels which also reduced export volumes without putting a floor under prices.

The tax relief allowed some timber companies to remain in business albeit at a lower level.

Foreign investors account for a major part of the industry - notably Malaysia.  There are also five Japanese companies (two in New Britain) which have invested in plantations over a long period and account for about half of the country's 60,000 hectares of planted trees.  These provide roll over harvests so no new plantations are being created by these companies.

It is estimated that during the first months of 1998, about 60% of natural forest loggers ceased activity.  A report prepared by the Nation Forest Service in June 1998 listed 70 timber projects, of which 11 were still operating, 41 had ceased operations and 18 were functioning at reduced capacity. If Government had not relaxed export tax requirements the situation would have got worse. More recently, in 1999, World Bank prescriptions were advocating an increase in export duties to which the industry has reacted strongly because it is still far from fully recovered from the effects of the crisis.

Those who were able to continue in business tended to be the larger multinationals able to rationalise their own activities within their respective groups.  Overall, the financial crisis came as a surprise, but it is likely that some awareness of risk may have caused the multinationals to act internally to alleviate potential adverse effects on their businesses.  On the other hand, they were all trapped within the Asian markets.

Foreign logging companies tended to bring in their own second-hand logging equipment from their reduced operations elsewhere.  Sales are in US dollars so that in more normal times there have been no problems in financing imports required by the industry.

Papua New Guinea has a history of policy and legislation designed to introduce sustainable forest management and also of regarding the timber sector as providing revenues for social benefit.  A new Forest Policy was introduced in 1991 with legislation committed to sustainable forest management with new forest concessions incorporating this.  

Forestry is now centralised.  The process is ongoing and a logging code of practice was published in July 1996.  National Development Guidelines are being prepared which may look at forest revenues and may develop initiatives to encourage more processing.  The World Bank is advising on a structural adjustment programme with some worries in the private sector of the prospect of additional financial burdens in the form of value added tax and increased payments to landowners.  The Bank has made proposals regarding the role of the National Forest Service.

About 97% of the land is privately owned.  Contracts dating back before 1991 remain in place and will mostly expire by 2003. They were, in Government eyes, very much regarded as generating cash flow for nation building - for roads, schools, hospitals and the like.

Logging agreements post 1991 are estimated to provide an annual allowable cut of between 3 and 4 million cubic metres over a 35 to 40 year cycle.

Although markets were widespread in Asia, the trade was very much that of a basic single commodity traded in very large volumes and highly responsive to market change.  

The collapse of price and volume has affected Government revenues and the jobs of many in the sector.   There are signs of more product diversification in Papua New Guinea.  A rubberwood mill has started up and a veneer mill is due to come on stream and some small investments have been made in furniture blanks and blockboard, with the Australian and New Zealand markets in mind.

Forest royalties are paid to central Government which allocates 75% to tree owners, subject to 5% withholding tax.  The remaining 25% go to provincial government.

The Forest Service relies on budget allocation from central Government except for the imposition of levies for specific purposes.  There is, for example, a reforestation levy which allows some forest rehabilitation work.

Reductions in revenues caused by market weakness reflect in forest management and in social needs.

Papua New Guinea was particularly exposed to the 1997 crisis for a number of reasons including high reliance on log exports, having all its markets in the Asia region, and having insufficiently diversified its wood product capability.

4.2.8 – PERU

4.2.8.1 –Macroeconomic Aspects

During the recent years, after a long recession period, the economy of Peru has started to improve. The country was able to overcome the political problems, to control inflation, and to attract new investments.

Evolution of GDP of Peru over the last years is presented in figure 4.79. After 1993, the country faced a strong GDP growth. During the last 5-6 years, Peruvian GDP grew on average more than 7% per year. This growth rate is well above the average for the Latin American region over the same period, and close to the rate observed for other fast growing economies in Asia.
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Figure 4.79 – GDP Evolution in Peru

In spite of the economic growth which has been heavily dependent on international investments, the country still has large unemployment, and has suffered from a deficit in its international trade. Part of the deficit in international trade has come from low prices of commodities in the international market. Peru is basically a commodity exporter. 

Information on the international trade for Peru is presented in figure 4.80. Total international trade (imports plus exports) in 1997 was about US$15 billion, equivalent to 26.7% of the GDP; a relatively low percentage when compared to emerging Asian economies.

In the last 3 years, exports have increased more than exports, but this was not sufficient to reverse the deficit in the international trade balance. The trade deficit is expected to increase in 1999 as a result of the international crisis. 
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Figure 4.80 – Evolution of Peru International Trade 

4.2.8.2– Timber Production, Consumption and Trade

Production and consumption in Peru between 1993 and 1998 is presented in figure 4.81. Log consumption is basically the same as production as only very small volumes are traded internationally. 

Based on the statistics available over the last 5 years, log consumption increased by 11.4%, representing an annual growth rate of about 2.2%. In spite of the recent increase, log production and consumption is still relatively small when considering the forest potential of the country. Present log production and consumption in Peru is around 1.5 million m³ per year. This volume is practically all represented by tropical logs.

The international crisis, and its impact on the Peruvian economy seem not to have affected log production as volumes continued to increase during 1998 and no changes are projected for 1999.
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Figure 4.81 – Logs Production and Consumption in Peru

Sawn wood is Peru’s main wood product. Production and consumption of sawnwood over the last years are presented in figure 4.82.

Production and consumption increased after 1993, when economic recovery started. Over the last 5 years, the average growth rate for sawnwood production and consumption was around 1.2% per year. Present production is around 700 thousand m³, mostly consumed in the domestic market.
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Figure 4.82 – Sawnwood Production and Consumption in Peru 

Plywood is basically the only wood panel produced in Peru. Production and consumption of plywood is presented in figure 4.83.

Production and consumption have increased over recent years, but as can be seen, volumes are still relatively small. In 1998, less than 80 thousand m³ of plywood were produced. Most of this volume was consumed in the domestic market. 
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Figure 4.83 – Plywood Production and Consumption in Peru (thousand m³)

In spite of the large forest potential, mostly represented by the tropical forests of the Amazon region, Peru is not a large exporter of forest products.

The most important Peruvian forest product for exports is sawnwood. Even for sawnwood, and in spite of the fast growth of the recent years, volumes exported by Peru are relatively small. 

Sawnwood exports of Peru over the last year are presented in figure 4.84. Less than 50 thousand m³ of sawnwood was exported in 1998. Over 80% of this volume was mahogany. The relative importance of mahogany is expected to continue.

Other wood products exported by Peru are veneer and plywood. Plywood exports have increased sharply in the last 3 years. The volumes exported of veneer and plywood are very small: and together only add up to less than 20 thousand m³ in 1998.

Peru is also an importer of forest products. Besides pulp and paper the country has also imported wood panels, of which the most important is particleboard. In 1998, the country imported 25 thousand m³ of particleboard, a small volume, but in line with total production and consumption of plywood for example, or with the total exports of sawnwood. 
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Figure 4.84 – Sawnwood Exports and Imports in Peru

Particleboard import data is presented in figure 4.85. Imports increased sharply after 1994, partly as a result of a lack of local production, as the only existing mill practically stopped production in that year. Most particleboard imported into Peru comes from Ecuador.

4.2.8.3 – Implications of Recent Changes for Peru

The international crisis had some effect on the Peruvian economy. The economic growth in 1998 was lower than the average for the previous years, and there is a general expectation that economic indicators for 1999 will be worse. 

On the other hand, the reduction in the economic activity in Peru and the market downturn in the tropical timber international market seems to have had little effect on the Peru timber industry.
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Figure 4.85 – Particleboard Imports in Peru (thousand m³)

In 1998, production of logs, sawnwood and plywood was higher than in the previous year, and preliminary information indicates that the timber industry will be maintaining the same production level for 1999.

Even considering that the timber statistics do not show any significant impact from recent national economic problems, investments in the timber industry were reduced during 1998 and the first half of 1999. This reduction was primarily related to the increase in the interest rate, but is also a reflection of recent market and political uncertainties.

The small impact of the international market downturn on the forest industry in Peru is mostly related to the small volumes of timber exported by the local industry. 

Another variable which helped mitigate the impact of the Asian crisis is that the main wood export product of Peru has been mahogany sawnwood. This represents over 80% of total sawnwood exports, which constitute the major forest product exported by Peru.

Mahogany sawnwood is not a general commodity. The volumes traded are relatively small and the product has only a small share of the global market. In spite of some reduction in demand over recent years (particularly in some countries in Europe, due to environmental lobbying), the balance between supply and demand has favoured producers. Supplies of mahogany have declined, mostly as a result of restrictions on harvesting and on export quotas established by Brazil. The reduction in supply helped to maintain prices at a practically constant level even during the market downturn period. 

In the main, American Mahogany is traded outside the Asian region and the main importer of mahogany at the moment is the USA, where the economy remained strong during the crisis period.

4.2.9 - THE PHILIPPINES

4.2.9.1 - Macro Economic Aspects

The Phillippines economy developed fast during the first years of this decade. In 1997, the country GDP reached US$88 billion. The economic growth slowed down during the Asia crisis period, but there are signs of recovery already for 1999.

International investments have helped the Philippines to develop local industry and infrastruture. These investments together with low labour costs have ensured international competitiveness of locally produced goods.

Information on the evolution of the international trade of the Philippines is presented in table 4.33. In 1980, the country’s total exports were worth US$7.2 billion. Total exports reached US$40.4 billion in 1997, an increase of 450% over the period (see table 4.33).

In spite of the increasing exports, the country has been facing trade balance deficit. The trade deficit reached US$10.1 billion in 1997, a signficant value when taking into consideration the country’s total international trade. 

     TABLE 4.33 – THE PHILIPPINES TRADE BALANCE (US$ BILLION)

EXPORTS
IMPORTS
TRADE BALANCE

1980
1997
1980
1997
1980
1997

7.2
40.4
9.2
50.5
-2.0
-10.1

      Source: World Bank

4.2.9.2 - Timber Production, Consumption and Trade

The history of timber in the Philippines is one of heavy removal of forest for agricultural purposes and a massive decline in commercial log productivity, from the early 1980s when harvests were in excess of six million cubic metres to the late 1990s when extraction was down below 700,000 cubic metres. The number of Timber Licence Agreements still operable has been reducing and is now less than twenty.  By 2010, it will be only three.

Production figures are presented in table 4.34. The infomation shows how the local processing industry has become increasingly reliant on imported logs.

Gross Value Added (GVA) by forestry as a percentage of Gross National Product (GNP) fell from 1.5% in 1980 to 0.12% in 1997.

Domestic wood supply is inadequate to meet domestic demand from a population of 75 million people, and the Philippines has become a wood importing country.

      TABLE 4.34 – THE PHILIPPINES - PRODUCTION (THOUSAND M3)

YEAR
SAW / VENEER LOGS
SAWNWOOD
PLYWOOD / VENEER

1986
1990
1995
1996
1997
3078
2456
589
400
241
977
841
286
313
351
497
446
309
590
546

Source: PWPA

President Estrada's Government is strongly committed to agricultural development. It has inherited an agricultural sector where about one-third of all arable land is devoted to coconut plantations.

Unlike rubberwood, the trunk of the coconut palm has so far proved less amenable to commercial utilisation, in spite of long standing research work.  It is used for scaffolding. There is in excess of three million hectares of coconut plantations, even though world prices have declined in the face of competition from other vegetable oils. The crisis has revealed the importance to the economy of domestic natural resources. Government is also extending its interests in promoting the establishment of tree plantations, particularly through a Presidential concept of "timber corridors".

Private investment in plantations may be inhibited by tenure agreements of only 25 years (albeit with prospect of renewal for a similar period). The Department of Environment & Natural Resources and the Board of Investment both support plantation development: the DENR, through a series of Agreements covering industrial and private forest plantation development, Tree Farm Leases and Community based activities, and the Board of Investment through a range of fiscal incentives.

Environmentalism is a significant factor in politics, and the Philippine Wood Products Association has been in discussion with Government over recent years on a number of aspects relevant to the timber industry.  The PWPA has been fighting a rearguard action against a total commercial logging ban on various grounds including the contention that an annual cut of one million cubic metres would be sustainable, lessen reliance on imports, continue to give work to over 300,000 workers in a country where unemployment is high and where the creation of purchasing power is a preferable route to economic development than reliance on speculative flows of foreign money.  There is also a feeling that in the absence of any forest productivity then more illegal logging, recently considerably reduced, might be unavoidable by virtue of needs of communities.

Back in the 1960s and 70s, the Philippines was a large exporter of logs, sawn wood and plywood. Information on logs and timber products exports is presented in table 4.35. At the end of the 1980s, the widespread impact of agricultural needs had caused heavy deforestation. Measures to reduce logging turned the country into a net importer of wood in a very short time. Export earnings from wood (US$413 million in 1980) were lost.

  TABLE 4.35 – THE PHILIPPINES EXPORTS (THOUSAND)


YEAR
LOGS
SAWNWOOD
PLYWOOD
VENEER


m3
US$ FOB
m3
US$ FOB
m3
US$ FOB
m3
US$ FOB

1980
1985
1990
1995
1996
1997
1998
715
454
4
-
-
-
-
91,997
39,231
89
-
-
-
-
742
512
77
84
145
141
41
181,210
91,152
19,424
14,661
23,196
21,852
5,543
322
241
176
a
a
a
a
103,843
51,787
60,226
101
78
17
80
164
69
47
32
26
31
32
35,684
11,646
13,080
13,487
12,856
14,385
11,748

   a=less than 1000m3

Source: Philippine Forestry Statistics, DENR.

Philippine exports of furniture of wood and rattan maintained strength into the crisis period. In 1993, the value of exports was US$159 million, in 1996 US$221 million and in 1997 US$240 million.

As can be observed in table 4.36, imports of wood products rose strongly from 1990 onwards to feed the rising economy. By 1996, the Philippines' import bill for primary wood products had reached US$316 million, instead of an income in excess of US$400 million. The Philippines is classified within the ITTO as a producer country, although in practice it has joined the ranks of the consumers.

Projections indicate a log requirement of 3.5 million cubic metres by 2005, rising to 4.6 million by 2015, based on infrastructure and building development.

   TABLE 4.36 – THE PHILIPPINES IMPORTS (THOUSAND)


LOGS
SAWNWOOD
PLYWOOD
VENEER

YEAR
m3
US$ CIF
m3
US$ CIF
m3
US$ CIF
m3
US$ CIF

1985
1990
1995
1996
1997
1998
a
381
695
878
768
408
14
41,409
82,036
127,413
117,821
51,473
a
4
379
567
412
281
354
2,392
82,225
161,972
112,639
67,839
-
3
a
1
1
2
-
1,814
128
674
478
624
-
a
26
95
86
46
-
105
8,058
26,424
27,569
12,402

  a=less than 1000m3

Sources of imported tropical wood (ITTO data) in 1996 included, for logs, 20% from Malaysia and 28% from Papua New Guinea. In 1997, within a much smaller total, Malaysia's share fell to 16% and that of Papua New Guinea accounted for 44%. Tropical sawnwood imports in 1996 included 52% from Malaysia and 32% from Brazil. The smaller volumes of sawnwood imported in 1997 included 67% from Malaysia and 20% from Brazil.

4.2.9.3 - Implication of Recent Changes For The Philippines

In May 1998, Presidential elections were held in the Philippines, electing Joseph Ejercito Estrada as Head of State. The new administration has adopted policies that endorse development of a market economy to aid poverty alleviation and so assist in maintaining a peaceful and stable society.

The country was hard hit by the financial crisis, but rapid involvement of the IMF led to the comment that the Philippines could be seen as a success in minimising the negative impact of the crisis through the introduction of reforms leading to lower, but still positive, economic growth.

The banking sector is fundamentally sound with good control of loans. The presence of foreign banks helped, and firm controls by the central bank combined to provide an efficient financial structure with tighter credit requirements and better returns on equity. Of some fifty banks, sixteen are foreign owned, and moves were made to privatise some state owned banks. Reliance on the property sector showed, in 1997, banks having in excess of 11% of assets in property. About 70% of major building construction stopped, and there was a fall of 30 to 40% in smaller housing. The higher income accommodation, particularly that of high rise structures, uses less wood for fitting out. There remains an unsatisfied need for an estimated three million lower income housing units where wood might be a more important constituent but where financing is less attractive and loans much less affordable, because by definition the poor have little money. The Government's National Shelter Strategy Programme aims to build 1.2 million dwellings for low income families.

A lot of what was described as "hot money" came into the Philippines during the confident period but flowed out when the crisis occurred. The stock market fell by 60% and availability of loans for building was drastically reduced. Foreign speculators spurred development of high rise condominia with escalating rentals. This resulted in a property glut and more reliance on equity financing through pre-selling/pre-rental of apartments. There was also speculative buying of land.

Interest rates rose steeply with the arrival of the crisis. They have now (June 1999) fallen back but are still considerable, ranging from 12 to 18%.

Unemployment is recorded at 23% but is believed to include 50% or so of "partially employed".

The economy is recovering. There were hopes that GDP in 1999 could climb up to 4%. Inflation in 1998 was claimed to be 8.4%. But the financial crisis was followed by the climatic effects of El Nino and severe drought in 1998 which, together with typhoons, reduced agricultural harvests. Even in more normal years, the country can expect to lose up to 38% of harvests due to natural phenomena of typhoons and flooding. Such hazards can also damage tree plantations. There is a need to re-establish foreign confidence in the Philippines, and President Estrada has been travelling overseas with this task.

The crisis period is giving way to more confidence in the future. In mid 1999, the local representative of the IMF in the Philippines, quoted in the "Philippine Star", was noting that sustainable recovery in foreign and domestic investments were the key to faster economic growth.

GNP rose by 2% in the first quarter of 1999, supporting the IMF prediction that "a return of confidence and continued policy focus on structural reforms, private sector demand should strengthen in the coming months", and that "a sustainable recovery in investment, both domestic and foreign, remains the key for a further pick up in growth".

It is desirable that new investment should be direct and permanent, and not 'portfolio' investments.

A recent survey came to the conclusion that Filipinos expect more jobs to be available and to see improvement in household income. Food prices have moderated on the back of better harvests and have helped pull inflation down from 12% in January 1999 to less than 7% in May 1999.

The World Trade Organisation sent a team to the Philippines in February 1999 to undertake a six year trade policy review and left after noting the country's ability in managing the crisis and its potential as a stable market.

Foreign banks have shown confidence and opportunity awareness in seeking mergers and takeovers involving local banks, and the Bangko Sentral is encouraging mergers between banks.

Construction activity, whilst still evident and in some cases supported by Government pump-priming in the public sector, is still depressed, largely because of cash flow problems. Gross value added in construction was 36% in the public sector in the first quarter of 1997 and up to 54% in the first quarter of 1999.

Trade liberalisation policies involving reduction of tariffs on imported wood products were of concern to domestic processing companies, particularly the plywood sector.

A number of lines of thought have arisen from international discussion of the Asian crisis. One is that less reliance should be placed on competing for foreign investment in manufacturing based on low labour and infrastructural costs, and more emphasis should be given to the more inherent strengths of individual countries.  This thinking may be advanced on the premise of creating more permanent sources of earnings than industries which might up and away to new low cost centres within or beyond the Asian region.  

This proposition would not avoid international competition. The Philippine focus on agriculture as an engine of development is extending to long term plans for forestry, notably in plantations. This leaves the existing industry in something of a hiatus because environmental anxieties are, in its eyes, seeking to stop what could be sustainable and responsible extraction from remaining secondary forest, forcing it to rationalise, become dependent more on imports, or see tropical hardwood give way to substitutes.

Government policy in 1998 aimed at a total ban on log production in place of policies of sustainable forest management based on the capacity of remaining secondary forest. PWPA estimates that eighteen million people live in and around land designated as forested, practising traditional farming methods, and constitute the main threat to forests which have no timber contribution to the economy.

It is not for this report to enter this debate but to note that the underlying problems of demand for wood and loss of domestic forest resources appears a matter of greater concern than the impact of the financial crisis.  Damage to the industry and to external trade earnings from loss of resource because of deforestation has been much greater and more permanent than the financial events of 1997

4.2.10 - THAILAND

4.2.10.1 - Macro Economic Aspects

Thailand, as other emerging economies in the Asian region, faced a rapid economic growth during most of this decade. As presented in figure 4.86, for several years GDP of Thailand grew at a rate close to 10% per year.

Economic growth started to slow in 1996. In that year, a rate of 5.5% growth was achieved, still quite high, but much below the average of the previous years. GDP of Thailand achieved its highest level in 1996: US$122 billion.

In 1997, as a result of the financial crisis, GDP of Thailand dropped by 0.4%. A further decline in GDP, by around 7%, was faced in 1998. This year the economy started to react, and a new period of growth is expected.
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Figure 4.86 – Thailand GDP (US$ Billion) and GDP Growth (percent)

Total exports and imports of Thailand during recent years are presented in figure 4.87. 
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Figure 4.87 – Thailand Trade Balance (US$ Billion)

Between 1993 and 1997, Thailand was able to increase its exports by almost 40%. This significant increase was not sufficient to contain the deficit in its international trade. The deficit grew during the period, and reached its maximum level in 1996: US$16.6 billion. This is substantial trade deficit when considering the size of the economy and the value of Thailand’s international trade.

In 1997, the trade deficit slowed down. As a result of the economic downturn, imports were reduced again in 1998. Due to the devaluation, imports continue to drop and goods exported from Thailand became more competitive. During the last year, the country was able to have a small surplus, and this is helping Thailand’s economy to recover.

4.2.10.2 - Production Consumption and Trade

Evolution of wood production and consumption in Thailand is presented in table 4.37. The information is also presented in a graphic form in figure 4.88.

Until the late 1970s, Thailand was largely self-sufficient in wood supply. Domestic production of industrial round wood peaked at over five million cubic metres per annum, and then fell to around two million in the mid 1980s.  

In 1989, Government halted all logging in natural forest. Wood imports rose rapidly from 400,000m3 in 1985 to more than 4 million m3 in 1994. Apparent consumption figures then showed a decline and, eventually, a sharper drop in 1997 under the impact of the crisis. In three years (1994-1997), imports of logs and sawn wood fell by a massive 1.7 million m3 (42%). Thailand also imported some veneer and panel products but in relatively modest volumes.

A fall in log imports may have been partly due to decisions by Sabah and Sarawak States of Malaysia to stop or restrict log exports.

     TABLE 4.37 – THAILAND – WOOD CONSUMPTION (THOUSAND M3)

YEARS
PRODUCTION
IMPORTS
EXPORTS
APPARENT CONSUMPTION

1985
1986
1987
1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1883
2015
2149
2048
919
492
231
19
65
62
35
44
60
418
349
725
1123
2508
3341
3281
3814
3168
4066
3464
3151
2359
11
29
112
 181 
53
49
58
45
54
62
80
45
80
2290
2334
2762
2990
3374
3784
3454
3889
3179
4066
3418
3150
2339

       Source: Royal Forest Department/Department of Customs
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Figure 4.88 - Evolution on Production and Consumption of Wood in Thailand

Information on Thailand wood imports by sources is presented in table 4.38. Most of Thailand's log and sawn timber imports came from other Asian sources (87% in 1996); principally from Malaysia, Cambodia, Laos and Myanmar. Important suppliers outside the region included Brazil, Cameroon, New Zealand and the USA.

The Thailand economy ran into difficulty in mid 1997 and the drop in timber imports in that year must reflect difficult conditions in the second half. Total log imports fell by only 4%, but sawn wood was down 34%. The main supplier to suffer was Malaysia, from which source log imports fell by 36% and sawn wood by 41%. Neighbouring Cambodia, against the general pattern, appears to have substantially increased its log sales to Thailand.

                TABLE 4.38 – THAILAND – IMPORTS BY ORIGIN (THOUSAND M3)

TOTAL
LOGS
VOL.
893
SAWN
VOL.
1462
LOGS
VOL.

934
SAWN
VOL.

2213

Malaysia
Cambodia
Laos
Myanmar
Indonesia
Solomon Islands
Vietnam
Papua New Guinea
China
Asia – Others
Sub total
299
218
44
102
–
13
–
40
*
-
716
975
78
154
24
6
–
6
–
4
3
1250
467
30
50
141
–
24
8
33
-
-
753
1660
84
191
32
6
–
18
–
5
2
1998

Cameroon
Gabon
Congo
Guinea-Bissau
South Africa
Africa – Others
Sub total
70
10
6
3
11
3
103
1
-
-
-
1
3
5
115
7
–
6
1
2
131
*
-
-
-
1
1
2

Brazil
Surinam
Ecuador
Chile
Latin America – Others
Sub total
-
19
8
-
-
27
77
-
*
2
4
83
-
8
-
-
4
12
88
*
*
*
3
91

North America
Scandinavia


European Union
Eastern Europe
New Zealand
Others
1
-
*
-
46
-
88
1
2
3
26
4
9
*
1
*
22
6
90
1
3
1
26
1

              * = less than 500m3       Source: "Forestry Statistics of Thailand", Royal Forest Department

The trade patterns within the sub continental block comprising Thailand, Peninsular Malaysia, Myanmar, Cambodia, Laos and Vietnam are not clear, but proximity alone would suggest opportunity. Log imports from Laos include wood in transit to China.

Log imports from Papua New Guinea and Africa are described as mainly lower quality sawmill logs at comparatively low prices.

Tropical sawn wood imported by Thailand is mostly cheaper ungraded material, less attractive to more demanding markets. Species include Yang (Keruing) 14% and some other heavier, more structural species, "conifers" 7% and the Merantis. Teak is also imported and some more decorative woods for furniture for the China market including Pterocarpus and Dalbergia species.

During the crisis, wood imports continued, but demand fell heavily. Bank overdrafts were halted.  Imports had to be financed from importers' own resources. Nevertheless, a substantial number appeared to have been sufficiently situated to cope with a very difficult time when most housebuilding stopped. Those building their own homes could obtain loans up to 80% of the total cost of the work.  This was reduced to 50/60%.  Unemployment, mostly urban, rose from 1.5% in 1996 to 5.6% in 1998, so that purchasing strength and confidence waned.

A brighter side to the economy was provided by Thailand's healthy export trade in wooden furniture and other manufactured wood products which has given the general economy some support during the adverse period.

Information on Thailand exports of furniture and wood goods is provided in table 4.39. The exports are largely disconnected from the wood import sector because it is mostly based on Thailand's own plantation grown trees.

 TABLE 4.39 – THAILAND – EXPORTS – WOOD FURNITURE & WOOD GOODS


1995 
Baht Millions 
1995 
US$ Millions 
1996 Baht Millions 
1996 
US$ Millions 
1997 
Baht Millions 
1997 
US$ Millions 
1998 
Baht Millions 
1998 US$ Millions 

Furniture
Table & kitchenware
Construction materials
Picture frames
Carvings & ornaments
TOTAL
12110
2916
2630
2004
591
20251
488
118
106
81
24
817
12257
2598
2258
2313
605
20031
486
103
90
92
24
765
14393
2898
2634
2835
604
23364
470
95
85
92
20
762
17771
3733
3385
4080
780
29749
435
91
83
100
19
728

Source: Trade Statistics Centre

Thailand's processed wood exports increased in baht value between 1995 and 1998, but fell in US dollar terms.

The furniture export trade has been developing firmly since 1980.  When the logging ban was introduced, this sector turned to plantation grown Rubberwood. About 90% of exported furniture is made of solid Rubberwood but locally manufactured Rubberwood particleboard and MDF are also used.

The small non-plantation element in furniture exports includes imported temperate hardwoods from North America to meet requirements of specific overseas furniture interests through manufacture and re‑export to the USA.

Japan and the USA together account for 80% of Thailand's wood furniture exports, with another 10% going to E.U. countries.

Thailand is the world's biggest exporter of rubber. There are 4.8 million hectares of rubber plantations, and another 480,000 hectares of Teak and other species including some Eucalyptus, mostly for pulpwood but with potential use in panel manufacture. Thailand is keen to attract more investment in plantations. The payback economics of plantation establishment and management are disincentives, but the need for future resources and the more intangible 'environmental economics' of carbon sequestration may combine in world thinking to view financing plantations as "infrastructure" for the future or as a cost element in a bigger equation.

The benefits of an export trade based on domestic inputs of raw material and able to compete on world markets are well recognised in Thailand. A strengthened agricultural sector with improved purchasing power will benefit the national economy where 60% of the 62 million population is rural and where, so far, most development has been concentrated in urban, industrial and commercial areas. Ensuring a future for forests in Thailand is recognised at the highest levels.

Thailand is tackling the problems of forest rehabilitation and balancing rural development with forestry. ITTO has had three projects in Thailand related to the community/hill tribes and sustainable forest management, including that of buffer zone creation and management.  The Thailand Environment Institute makes a recognised contribution. A total ban on logging may encourage illegal logging because of wood needs of communities. Stronger enforcement abilities are then needed to back up regulations and laws. High priority is given to eliminating illegal logging.

4.2.10.3 - Implications of Recent Changes

Thailand was the first of the developing countries in the region to see foreign financial confidence in its economy disappear.

By the beginning of 1997, it was clear that heavy investment in property greatly exceeded prospects of occupancy. About 850,000 dwellings were unoccupied, including 350,000 in Bangkok.  In the years between 1992 and 1996, 760,000 dwellings were built in the capital, creating a situation where 150,000 newer properties and 200,000 older properties remained empty.

Property-related businesses working on borrowed money were in difficulty, and by the end of 1996, 10% of bank loans were non-performing. Property companies faced selling at a loss. For a time, the Bank of Thailand felt the situation was controllable and could be dealt with by tackling individual problems as they arose. This was very different from 1995 when GDP growth was 8% and the economy roaring along and there was even talk of the baht being undervalued. By early 1997, there was the beginning of talk of devaluing the currency and worries about a crash in the economy, withdrawal of capital and a stock exchange fall. There had been confidence in the fact that the baht had been loosely linked with the US dollar, but this was a trading disadvantage when the dollar strengthened against the Japanese yen and Thailand's exports (including wooden furniture) became more expensive. Thailand's industry tends to be labour intensive.

The worry about devaluation saw dealers selling baht and thus aggravating the situation.  Banks came under pressure because they had borrowed in dollars to finance property development in baht loans. Foreign debt rose from the equivalent of US$28 billion in 1990 to US$90 billion by early 1997, of which US$70 billion owed to the private sector. Speculators tried to force devaluation and reinforced the downward spiral. The Bank of Thailand raised interest rates and used US$500 million of its US$39 billion reserves to protect the baht. Floating the baht within a given range was discussed.

These could only be delaying measures, and the higher interest rates increased the bad debts of banks because the property sector could not pay. The Ministry of Finance considered the creation of a US$2 billion fund to buy up property and assisting civil servants through subsidised mortgages.

During 1997, the effects of the crisis spread and hit low income urban groups, leading to vocal opposition to the Government and the appearance of the "Assembly of the Poor".  Rural people were less affected and had their own food resources. In March, the Government suspended trading in banking and financial sector shares which created a greater sense of panic. The Government guaranteed the issue of almost US$4 billion of bonds to refinance jobs in progress to get completion and prospects of earnings.

The Bank of Thailand continued to support the baht and introduced massive interest rates for foreign speculators. The idea of introducing exchange rate controls was weak because of the country's high reliance on foreign money.  Devaluation was becoming inevitable and banks appeared unable or unwilling to make provision for the increasing levels of bad debt.

By mid 1997, economic growth was estimated to have fallen from 8% to below 5% . The stock market index was only one third of what it had been in mid 1996, and unemployment had risen. Government was considering outside help.  In July 1997, the baht was floated and promptly lost 24% of its value.  Reserves could not provide protection.  

The IMF was invited in. Its more austere requirements brought a halt to any vestiges of a gravy train, cut back on Government projects, and took the painful but realistic line that companies in trouble should not be artificially propped up.  The Bank of Thailand had used US$19 billion, a large chunk of GDP, to prop up ninety-one finance companies. It was thought that without help, as many as sixty could go under.

Value added tax was raised from 7% to 10%. Consumer prices rose. In August 1997, the IMF proposed a US$17.2 billion stand by package. The medicine was bravely swallowed but created political problems. Facing up to the situation fairly quickly meant that Thailand could start on a recovery path quickly too. Reforms started in early 1998.

The Thai people appear confident of economic recovery. The banks have been raising capital to the tune of 629 billion baht by end June 1999. It is necessary to ensure that no fresh build up of unsound loans occur.  Government has introduced measures in the banking sector relating to non-performing loans and there are reporting procedures to avoid any future repetition of over commitment in lending.

Efforts are being made to attract foreign investment. Public works and infrastructure activities slowed down, but Government is anxious for this to pick up in the interests of job creation.  Retail and wholesale prices had eased (mid 1999). Estimates are that it will take another two years to mop up over‑ supply in higher income housing units and excess office property. Government forecast economic growth of 4% for 1999.

Thailand will be in the limelight in 2000 when it hosts an UNCTAD Conference on Trade & Development, which may lead to the setting up of a regional institute on comparative development in Bangkok. Possibly, the agenda may also encompass consideration of the future of commodity agreements. There is unconfirmed talk that Thailand might be among countries offering to host a special session of the UN General Assembly in 2002, the 10th anniversary of the Earth Summit held in Rio de Janeiro, Brazil, in 1992.

Comments made about the role of ITTO embraced the need for increased work on plantations.  A greater degree of self-sufficiency based on domestic wood supplies helps underpin employment, exports, import substitution and alleviates pressures on protective and productive natural forest.

ITTO is also regarded as a potential education force through improved communication with the wider world - especially in relation to promotion awareness of the unique environmental acceptability of wood and wood fibre in relation to non wood products and materials. There was a specific suggestion that ITTO might produce Guidelines for Market Development.

4.2.11 - USA

4.2.11.1 –Macroeconomic Aspects

USA is the largest world economy, and during the 1990’s it has maintained steady economic growth. Evolution of the USA GDP is presented in figure 4.89.

In 1998, the GDP of the USA was approximately US$ 8,100 billion. The average annual GDP growth between 1989 and 1998 was 2.2%. During the period, only 1991 was a bad year for the American economy.

The period of economic growth has been combined with low inflation and low unemployment, a world exception. During this period, many other countries have been directly or indirectly affected by economic and financial crisis.

Since early last year, the continuous and fast economic growth of USA has been questioned. With strong economies in Asia facing problems, and also signs of weakening of the already slow moving European economy affecting North American exports, some economic analysts have predicted a reduction in the U.S. economic growth. There is also anxiety that the U.S. economy itself is due for correction after a long period of boom.
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Figure 4.89 – USA Gross Domestic Product (in 1992 US$ Billion) and GDP Growth 

World and domestic economic changes have been closely followed by the USA Central Bank. The Central Bank reacts rapidly to economic and financial challenges, and has been able to make the right responses to avoid a disruption in the country’s economic growth. Among the mechanisms used was the recent increase in the interest rate to reduce consumption, and maintain economic growth and inflation within strict limits.

In spite of recent signs and warnings of a possible reduction in economic growth, the Americans are generally confident that no substantial change is imminent. Increases in the interest rate are regarded basically as fine-tuning of the economy, needed to sustain growth. 

Figure 4.90 presents the USA general industrial index, and also some information on sectorial indices. The economic downturn of 1991 is also reflected in the indices presented. After the lows of 1991, industry started to grow.

During recent years, the performance of the forest products industry has been well below the average industrial index for USA. The pulp and paper sector index (1992 = 100) was 109 in 1997 compared with 124 for all manufacturing.
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Figure 4.90 – Index of Industrial Production in the USA (1987 = 100)

The USA is very active in international trade. As presented in figure 4.91, imports and exports have increased sharply over the years. For the period 1991-1998, the average increase in exports was 6.6% per year, while imports, were 8.9% per year.

Present exports are US$ 670 billion, and imports US$ 917 billion, giving rise to a deficit in the trade balance of US$ 247 billion.

The USA has had a trade deficit for a long time. Since 1992, the deficit has constantly increased. The understanding of the USA government is that this high trade deficit is not threatening the country’s economy, because other indicators, such as the balance of payments, and its relation to the size of the economy, lead to the conclusion that the situation is acceptable. 


[image: image17.wmf]-300,000

-200,000

-100,000

0

100,000

200,000

300,000

400,000

500,000

600,000

700,000

800,000

900,000

1,000,000

TRADE BALANCE (US$ MILLION)

1989

1990

1991

1992

1993

1994

1995

1996

1997

1998

EXPORTS

IMPORTS

TRADE BALANCE


Source: U.S. Bureau of the Census and U.S. Bureau of Economic Analysis

Figure 4.91 – United States Trade Balance 

4.2.11.2 – Timber Production, Consumption and Trade

USA is a large producer and consumer of logs. Information on the total production and consumption of logs in USA, including logs for the solid wood industry and for the pulp industry, is presented in figure 4.92.

Over the period, the maximum log production was 272 million m³ in 1990. Production then declined sharply, partly as a result of the slowed down in economic activity during 1991. Since then, in spite of the environment pressure to reduce logging in some areas, total production of logs has increased slightly.

In 1998, the total log production was 250 million m³. Taking into consideration this production, the total log production USA declined by 4.5% over the last 10 years. This is equivalent to rate of –0.5%  per year.

Log consumption figures indicate basically the same trend. Between 1989 and 1991, the consumption of logs in USA declined. Subsequently, consumption maintained a modest increase. The total log consumption in 1998 was about 240 million m3 per year, practically the same volume as in 1989. 

Available information indicates that should the USA maintain its economic growth at the present level, the supply of logs will get tight. This has been a matter of recent discussions and as a result some American forest products companies have already taken steps to identify alternative sources of supply.
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